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This dissertation was written as part of the MSc in Banking and Finance at the 
International Hellenic University.  
This thesis examines the impact of Profitability, Leverage, Firm Size, Liquidity, Investment, 
and the Financial Crisis of 2007-2009 on the payout policy of Financial Services Sector 
Companies listed on the New York Stock Exchange (NYSE). For this purpose, data was 
collected from 38 Companies and Banks from the Financial Services Sector, listed on the 
New York Stock Exchange (NYSE) from fiscal year 1999 to 2018. The purpose of this study 
is to examine whether there is significant relationship between the total payout ratio and 
Profitability, Leverage, Firm Size, Liquidity, Investment, and the Financial Crisis of 2007-
2009.  
In order to determine the relationship between the dependent variable (total payout 
ratio) and the independent variables (Profitability, Leverage, Firm Size, Liquidity, 
Investment, Financial Crisis of 2007-2009), regression analysis was conducted with the use 
of E-views version 11. The study reveals a strong positive relationship between the total 
payout ratio (Augmented Dividend Payout Ratio) and Profitability (measured by ROE). 
Also, Firm Size was found to have a positive impact on the total payout ratio.  Investment 
(measured by Asset Growth), Leverage (measured by Debt-to-equity) and Liquidity 
(measured by Cash/Total Assets) proved to have insignificant relationship with the payout 
ratio. Regarding the 2007-2009 Financial Crisis, the study revealed a positive relationship 
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The payout policy is a very important consideration for managers, regulators, and 
investors. Thus, it has drawn significant attention through the years from academics. 
However, the understanding of how Companies decide to distribute dividends is still 
limited. (Brealy et al., 2006). Since Modiliani and Miller’s Dividend Irrelevance Theorem 
(1961) which states that dividend policy is irrelevant to the firm value, there has been an 
extensive amount of researches proving the contrary (Fama and French 2001). 
Nevertheless, the findings of the researches are often not consistent.  
 
Payout policies constitute a reward to shareholders and signal often financial well-being 
for a Company. Although many parameters and hypotheses e.g. signaling, agency costs 
etc. have been under scrutiny, the dividend policy of firms is still open to debate. (Brav et 
al., 2005; Denis and Osobov, 2008). In addition, the significance of share repurchases as 
payout policy is often neglected. Repurchases are not made as consistent as dividend 
payments. This lack of commitment misleads to considering solely dividends as the payout 
policy of fims (Baker and Wurgler, 2012). However, share repurchases are heavy in size 
and affect both the value of the share and the dividend payments. Hence, in this study the 
total payout of the Companies is estimated.  
 
The payout policies are often examined in literature regarding their relationship with 
corporate profitability (Baker et al., 2012), cash flows (Anil et al., 2008), Debt-to-equity 
ratio (Rozeff, 1982; Lloyd et al.,1985) among others. The determinants of payout policy 
have been extensively investigated, but there is not much evidence as to how the payout 
policy of firms was affected during the 2007-2009 financial crisis. Moreover, the dividend 
payout is considered a tool to mitigate agency costs and avoid a liquidity shortage (De 
Angelo et al., 2004). Other than Catering and Signaling theories (Baker and Wurgler, 2004) 
that imply the tendency of Companies to maintain their dividend policies, it is important 
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1 Literature Review 
 
 
1.1 Theoretical Literature Review 
 
1.1.1 Modigliani and Miller’s Dividend Irrelevance Theorem  
 
According to Modigliani and Miller (1961, M&M), given perfect capital markets the 
dividend policy does not affect the firm value and is therefore irrelevant. M&M’s infinite 
horizon model included fair pricing by rational investors, no transaction costs and 
symmetrical information by investors and traders. Therefore, all payout policies yield the 
same value for shareholders and management decisions on payout policy are indifferent 
to investors. It is assumed that as long as a firm’s investment decisions are constant, the 
value of the firm is not affected of retained or distributed cash flows.  
Modigliani and Miller proceed in 1963 in issuing a correction to their theorem, adding tax 
deductibility of debt (Modigliani and Miller, 1963), assuming that increasing debt the 
average cost of capital decreases, the return on equity and market value also increase. 
Thus, the firms should increase the debt proportion in their capital structure.  
However, soon enough many researchers argued based on evidence for a plethora of 
market imperfections that affect the firm value and the payout policy.  
To name a few Brennan (1970) found evidence of differentiations in preferences of 
dividends for investors. In addition, Miller and Rock (1985) found significant signaling role 
of dividends and Rozeff (1982) conducted a research on the agency conflicts and their 
influence on dividends.  
Although M&M’s theorem was in fact unrealistic, it set the path for many studies 
regarding the payout policy and its influence on firm value. Many important theories of 
Corporate Finance, such as the Trade-off theory and the Pecking order Theory initiate 
from M&M’s assumption of perfect capital markets. 
 
 
1.1.2 Pecking order Theory 
 
The Pecking order Theory as suggested by Donaldson and then modified by Myers (1984), 
states that firms prefer internal Financing when designing their payout policy and prefer 
consistent dividend payments. Debt and equity are less preferred because they incur 
higher costs.  
Under the Pecking order Theory, profitability is an important determinant of dividends. 
According to Myers, more profitable firms face less financial distress costs Debt and equity 
are less, have large free cash flows and are more likely to pay dividends than less 
profitable firms. Less profitable firms are considered more prone to reduce their dividend 
payments in order to increase their retained earnings. 
 
 
9 | P a g e  
 
1.1.3 Catering Theory  
 
Baker and Wurgler’s (2004) dividend Catering Theory suggests that prevailing investor 
demand is a determinant of firm’s decision to pay dividends. Baker and Wurgler (2004) 
support that “The essence of the catering theory is that managers give investors what 
they currently want”. In their theory, the investor demand for dividends is time-varying 
and relevant to the share price. Therefore, the “investor sentiment” for dividends 
presents differentiations, with stocks providing premium or discount values accordingly. 
According to their theory, firms will adjust their dividend decisions and supply more 
dividends in some periods and less in others, depending on the preferences of investors at 
the time. In addition, Baker and Wurgler conclude that their Catering Theory applies to 
the initiation of dividends and that increases and decreases in dividends are driven by 
profitability and valuations of payers. 
 
 
1.1.4 Smoothing Theory  
 
Lintner (1956) conducted a research, interviewing managers from 28 Companies and 
found that they first decide whether to change their dividend policy regarding to the 
previous year’s level. In addition, managers considered to decrease dividends as a last 
resort and increase dividends only if the future cash flows were to sustain it. In addition, 
Lintner’s findings indicate that investors put a premium to the Companies maintaining 
stable dividends and that markets do not act in favour of the Companies that cut 
dividends. Lintner, also, found that managers would first set their dividend policy and later 
adjust the cash-related issues that might arise.  
Brav, Graham, Harvey and Mihaely (2005) conducted a survey of 384 managers and their 
findings were consistent with Lintner’s. They concluded that managers still considered a 
priority to maintain stable dividends. Brav et al. found strong evidence of Managers’ 
reluctance to cut evidence which subsequently became one of the most significant 
empirical regularities in Corporate Finance. This commitment is the basis of the 
assumption of signalling effect of dividends, which supports the notion that dividend 




1.2 Empirical Literature Review 
 
 
The empirical literature shows that dividend policy poses a debate regarding the 
distribution of dividends and repurchases, as well as the managers’ views. Many 
researches have been developed in order to determine the characteristics that explain 
dividend payouts. However, they are often conflicting between different Industries. The 
empirical literature of total payout policies, which include the share repurchases, is 
limited.  
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Brav, Graham, Harvey and Michaely (2005) conducted a survey of 384 managers and their 
findings were consistent with Lintner’s. Brav et al., also, included share repurchases in 
their research. The findings indicate that firms’ management do not respond actively to 
the market’s asymmetry and are reluctant to cut dividends. They also report that firms 
with stable dividend policy are more eager to increase dividends. There is also an incline 
of managers to make share repurchases because of its flexible nature. Share repurchases 
help to facilitate investment opportunities, increase stock value, as well as serve as 
payback to investors. In addition, they observed that managers consider investment 
instead of dividend pay-outs and vice versa. 
 
Kim et al. (2010) examined the dividend behavior of U.S. lodging firms and found that 
dividend payout ratio is positively related to profitability and firm size. However, they 
found evidence that dividend payouts are determined by various firm-specific factors, 
which are unlikely to affect dividends with their year-by-year fluctuations. 
 
Kania et al. (2005) conducted a research using OLS regression for a sample of 542 firms, 
having dividend payout ratio as dependent variable and their findings indicate that sales 
growth which is a measure of investment and insider ownership are negatively related to 
the payout ratio. The findings also showed that the dividend payout ratio has a negative 
relationship with liquidity, whereas positive with profitability. 
  
Case et al. (2012) examined Real Estate Investment Trust (REIT) dividend policies during 
the 2008-2009 liquidity crisis and found strong Catering Theory evidence. Specifically, the 
findings indicate that the large capitalization Companies tend to maintain their dividends 
through crisis, while the Companies who are affected by volatility suspend their payments. 
 
Abreu et al. (2013) conducted a study on the dividend payouts of 462 U.S. Bank holding 
Companies during the 2007-2009 financials crisis and found that profitability, size and 
expected growth are positively related to the dividends. The findings are similar to the 
Fama and French (2001) characteristics, concluding that larger, profitable Banks with slow 
growth pay more dividends through the financial crisis. It is also noted that the Banks 
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The purpose of this study is to examine the impact of Profitability, Leverage, Firm Size, 
Liquidity, Investment, and the financial crisis of 2007-2009 on the payout policy of 
Financial Services Sector Companies listed on the New York Stock Exchange (NYSE). 
Secondary data were collected in order to construct the variables of the research and 3 
multiple regression models are produced to determine the relationship of the dependent 




2.2 Data Description 
 
 
The population of the study is 38 Companies and Banks from the Financial Services Sector, 
listed on the New York Stock Exchange (NYSE) and the time span is 1999-2018. The 
constituents of the population are listed in Appendix 1. Out of 1065 Companies of the 
Financial Services Sector listed on NYSE, the 38 Companies making up the population are 
the ones with constant dividend payments from fiscal year 1999 to fiscal year 2018 and 
the largest by market Capitalization. Several Companies have been assessed as to whether 
they pay dividends and make frequent share repurchases from 1999 to 2018. The 




                          Table 1: Sample Constituents by Industry 
Financial Services Sector  
Banks  15 
Property and Casualty Insurance 6 
Investment Management and Fund Operators 5 
Multiline Insurance and Brokers 4 
Consumer Lending 2 
Life and Health Insurance 2 
Investment Banking and Brokerage Services 2 
Diversified Investment Services 1 
Reinsurance 1 
 




2.3 Data Collection and Processing 
 
 
The Companies selected are publicly traded Companies and publish their annual financial 
reports. The study utilized secondary, quantitative data with yearly frequency. Sufficient 
number of data were collected with aim to construct the variables of the study.  
 
The data mining was conducted through annual reports of the Companies and the 
THOMSON EIKON database, where secondary consolidated data were retrieved. 
Moreover, the data was analyzed using the Microsoft Excel (MS Excel) and E-views version 




2.4 Variables Definition 
 
 
The variables were selected, so as to be in accordance with academic literature and 
previous researches. In this research the focus is made on the total payout ratio and the 
factors that affect it. In particular, the dependent variable of the research is the 
Augmented Dividend Payout Ratio (ADPR) and is used as a measure of the payout policy. 
The independent variables are Debt-To-Equity (D/E) as a measure of leverage, the Size of 
the Company, Liquidity, Return on Equity (ROE) as a measure of Profitability, Asset Growth 
as a measure of Investment and a Dummy independent variable which represents the 
2007-2009 years of financial crisis. 
The variables are as follows: 
 
 
i. Augmented Dividend Payout Ratio (ADPR) is a total payout ratio of the total 
amount of dividends paid out to shareholders and the share repurchases relative 
to the net income of the Company. It represents the percentage of earnings paid 
to shareholders in form of dividends and share repurchases as well. Note that the 
amount that is not paid to shareholders is retained by the Company to pay off 
debt, for investment purposes and to add to retained earnings. Therefore, a high 
ADPR may derive from many short-term cash payments at the expense of long-
term growth. However, both investors and shareholders consider positively a 
relatively high and steady payout ratio. The formula for the calculation is as 
follows: 
 
𝐴𝐷𝑃𝑅 =  








ii. Debt-To-Equity (D/E) is a ratio used to evaluate a Company’s financial leverage. D/E 
reflects the degree to which a Company is financing its operations through debt 
against internal financing. A high leverage ratio is perceived as high risk to 
shareholders and as potential inability of a Company to cover its outstanding debt 
in case of a business downturn. However, the ideal ratio might vary across 
different industries as capital intensive Companies tend to present higher D/E ratio 
without high risk of default. D/E ratio is calculated as follows: 
 
𝐷𝑒𝑏𝑡 − 𝑇𝑜 − 𝐸𝑞𝑢𝑖𝑡𝑦 (𝐷/𝐸)  = 






iii. Size refers to the Firm Size which is considered an essential characteristic of firms 
in explaining profitability. In several studies, the Size variable is found to be 
positively linked to profitability (Goddard et al., 2005; Fan et al., 2012). Size is 




iv. Liquidity is the ability of a Company to convert its assets into cash efficiently and 
quickly. The liquidity ratio used in the study is calculated by the division of Cash by 
Total Assets, which measures the portion of a Company’s assets held in cash or 
marketable securities. A high liquidity ratio is perceived as a positive signal for a 




v. Profitability is measured in the study by means of Return on Equity (ROE). ROE is a 
measure of financial performance and it refers to the rate of return of a Company 
in relation to Shareholders’ Equity. Since ROE measures how efficiently the 
management is achieving shareholders’ wealth maximization, a high ratio above 
10% is considered optimal. However, whether ROE is considered satisfactory 
depends on the overall Industry. In 2018 for the U.S. listed Companies, the Banking 
Sector ROE averaged 11%, while the Financial Services Sector averaged 17%. ROE 
of the study in 2018 averaged 13%, whereas during 2007-2009 financial crisis it 
averaged 14%, 4% and 9% respectively. During fiscal years 2007-2009, ROE 
significantly reduced as Companies and Banks increased their Equity to protect 
themselves from insolvency. ROE formula is as follows: 
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𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝐸𝑞𝑢𝑖𝑡𝑦 (𝑅𝑂𝐸)  = 






vi. Asset Growth is defined as year-over-year percentage change in total assets and 
constitutes a measure of Investment. In this study, a Company’s Asset Growth rate 
for year t is defined as the percentage change in total assets from fiscal year t-2 to 
fiscal year t-1. Asset growth is calculated as follows:   
 
 
Asset Growth 𝑡 = 






vii. Dummy independent variable (DUM_CRISIS3) represents the fiscal years 2007-







2.5 Model Specification 
 
 
In this research, multiple regression models are used to determine the relationship of the 
dependent variable with the independent variables. In particular, the Augmented 
Dividend Payout Ratio (ADPR) is regressed against the Debt-To-Equity (D/E), Size, Liquidity, 
Return on Equity (ROE), Asset Growth and the Dummy independent variable 
(DUM_CRISIS3). Three regression models are examined. 
 
The first (1) model is formed as follows: 
 
𝑌𝑖𝑡 = 𝑎 + 𝛽𝑥𝑖𝑡 + 𝑢𝑖𝑡 
 
Where,  
𝑌 denotes the dependent variable 
𝑎 denotes the constant term 
𝛽 denotes the coefficients 
𝑥 denotes the independent variables  
𝑖 denotes the number of the Companies 
𝑡 denotes the number of time periods 
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The second (2) and third (3) models are formed as follows: 
 
𝑌𝑖𝑡 = 𝑎 + 𝛽𝑥𝑖𝑡 + 𝛿𝐷𝑖𝑡 + 𝑢𝑖𝑡 
 
Where,  
𝛿 denotes the coefficient of the dummy independent variable 
𝐷 denotes the individual values of the dummy independent variable 
 
 
Specifically, the model equations are formed as follows: 
 
 
(1)  𝐴𝐷𝑃𝑅𝑖𝑡 = 𝛽0𝑖𝑡 + 𝛽1𝐴𝑆𝑆𝐸𝑇𝐺𝑅𝑂𝑊𝑇𝐻𝑖𝑡 + 𝛽2𝐷𝐸𝑖𝑡 + 𝛽3𝐿𝐼𝑄𝑈𝐼𝐷𝐼𝑇𝑌𝑖𝑡 +
 𝛽4𝑃𝑅𝑂𝐹𝐼𝑇𝐴𝐵𝐼𝐿𝐼𝑇𝑌𝑖𝑡 +  𝛽5𝑆𝐼𝑍𝐸𝑖𝑡 + 𝑢𝑖𝑡 
 
 
(2) 𝐴𝐷𝑃𝑅𝑖𝑡 = 𝛽0𝑖𝑡 + 𝛽1𝐴𝑆𝑆𝐸𝑇𝐺𝑅𝑂𝑊𝑇𝐻𝑖𝑡 + 𝛽2𝐷𝐸𝑖𝑡 + 𝛽3𝐿𝐼𝑄𝑈𝐼𝐷𝐼𝑇𝑌𝑖𝑡 +
 𝛽4𝑃𝑅𝑂𝐹𝐼𝑇𝐴𝐵𝐼𝐿𝐼𝑇𝑌𝑖𝑡 +  𝛽5𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛿𝐷𝑈𝑀_𝐶𝑅𝐼𝑆𝐼𝑆3𝑖𝑡 + 𝑢𝑖𝑡 
 
 







2.6 Research Hypothesis 
 
 
The Hypotheses below are formed for each of the three models, to investigate whether 
there is an impact of the respective independent variables on the payout ratio. The 
Hypotheses tested are as follows: 
 
 
(1) H0: ADPR is not affected by Debt-To-Equity, Size, Liquidity, Profitability, Asset 
Growth  
H1: ADPR is affected by Debt-To-Equity, Size, Liquidity, Profitability, Asset Growth 
 
16 | P a g e  
 
(2) H0: ADPR is not affected by Debt-To-Equity, Size, Liquidity, Profitability, Asset 
Growth and Financial Crisis 
H1: ADPR is affected by Debt-To-Equity, Size, Liquidity, Profitability, Asset Growth 
and Financial Crisis 
 
(3) H0: ADPR is not affected by Size, Profitability and Financial Crisis 









3.1 Descriptive Statistics 
 
 
Firstly, to conduct data analysis, the descriptive statistics of the Sample are presented in 
the table below: 
 
 




GROWTH D/E LIQUIDITY PROFITABILITY SIZE 
 Mean 0.7686 0.0904 6.3825 0.0574 0.1364 8.8503 
 Median 0.6854 0.0526 6.1312 0.0265 0.1261 8.9728 
 Maximum 15.8947 4.1200 55.0648 0.5269 1.1953 12.4302 
 Minimum -24.2983 -0.4388 0.0000 0.0002 -0.6260 6.5115 
 Std. Dev. 1.6185 0.2504 7.1527 0.0804 0.1229 0.9336 
 Skewness -2.8673 9.8842 2.0046 2.7745 1.8703 -0.2340 
 Kurtosis 101.0968 146.7642 11.1271 12.1227 22.6083 2.2339        
 Jarque-Bera 304964.7 665111.6 2593.749 3600.949 12585.23 25.45865 
 Probability 0 0 0 0 0 0.000003        
 Sum 582.5673 68.52054 4837.938 43.51937 103.4186 3676.497 
 Sum Sq. Dev. 1983.052 47.457 38729.44 4.898515 11.43356 659.7585        
 Observations 758 758 758 758 758 758 
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In the table above, the descriptive statistics for the variables are depicted for the 38 
Companies and fiscal years 1999-2018. All variables were calculated using the Balance 
Sheet values and the total number of observations is 4,548 (758 x 6).  
 
The payout ratio ADPR presents a mean value of 76.8%, which is a high ratio regarding the 
Shareholders’ reward. However, a high value for maximum of 15.8947 is presented as one 
of the Companies (MCY) made extensive Share Repurchases during 2008. Also, a very low 
minimum of -24.2983 as one of the Companies (LNC) reported significant losses in 2018. 
 
As reported in the table, all the independent variables have positive mean values. 
Specifically, Asset Growth at 9%, and Profitability at 13.6% showcase a good performance 
for the Companies included in the study. However, Liquidity at 5.7% is considered a rather 
low value. Regarding the Debt-to-Equity (D/E) variable a mean value of 6.3825 is 
considered a high ratio but is partially explained by the Banks’ Leverage effect in the 
Sample of Data. The Size variable presents an 8.8503 value, which is a high but normal 










3.2 Correlation Analysis 
 
 
Correlation analysis is conducted to evaluate the relationship between the examined 
variables. The correlation matrix is presented in the table below: 
 
 




GROWTH D/E  LIQUIDITY  PROFITABILITY  SIZE  
ADPR  1.0000 
     
ASSET GROWTH  -0.0060 1.0000 
    
D/E  0.0247 0.0399 1.0000 
   
LIQUIDITY  0.0295 0.0090 -0.0716 1.0000 
  
PROFITABILITY  0.0431 0.0340 -0.0114 0.3394 1.0000 
 
SIZE  0.0624 -0.0278 0.5964 -0.2694 -0.3122 1.0000 
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Correlation is a measure of the extent to which two or more variables fluctuate with each 
other. It can be positive or negative and takes values between -1 and +1. Correlation equal 
to +1 is reported when a variable correlates with itself. Positive correlation exists when 
the variables increase simultaneously and the closer to +1, the stronger it is. On the other 
hand, when negative correlation exists, a variable is decreasing while the other variable is 
increasing.  
 
As presented in Table 3, the dependent variable ADPR has a very weak negative 
association with the independent variable Asset Growth at -0.006. ADPR is positively 
correlated with the rest of the independent variables but the correlation is rather weak. 
The strongest correlation between the dependent and the independent variables is that of 
ADPR and Size at 0.0624. 
 
The findings indicate that the strongest correlation is that between Size and D/E at 0.5964. 
Therefore, as the Company’s Size increases, so does the Leverage of the Company. 
Moreover, Size is negatively correlated with Liquidity and Profitability at -0.2694 and -
0.3122 respectively. Thus, as the Size of the Company increases, Liquidity and Profitability 
decrease. In addition, there is a weak positive correlation between Liquidity and 
Profitability at 0.3394. The rest of the correlations between the independent variables are 
very weak. The weak correlations reported between the independent variables indicate 






3.3 Regression Analysis 
 
 
A Panel Data Regression is conducted to estimate the relationship between the 
dependent and independent variables. The parameter estimation in the Regression 
Analysis is done by using the pooled Ordinary Least Squares (OLS) method.  
 
The first (1) model estimates the dependent variable Augmented Dividend Payout Ratio 
(ADPR) and the independent variables Asset Growth, Debt-To-Equity (D/E), Liquidity, 
Profitability and Size. 
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                            Table 4: Regression Analysis Model (1) 
Dependent Variable: ADPR 
   
Method: Least Squares 
   
Variable  Coefficient      Std. Error      t-Statistic      Prob.        
ASSETGROWTH -0.0238 0.2352 -0.1012 0.9194 
D/E -0.0096 0.0105 -0.9088 0.3637 
LIQUIDITY 0.7119 0.7905 0.9005 0.3681 
PROFITABILITY 0.8903 0.5353 1.6633 0.0967 
SIZE 0.2049 0.0862 2.3769 0.0177 
C -0.3245 0.4221 -0.7687 0.4423      
R-squared 0.1032     Mean dependent var 0.7686 
Adjusted R-squared 0.0374     S.D. dependent var 1.6185 
S.E. of regression 1.6155     Akaike info criterion 3.8051 
Sum squared resid 1962.6090     Schwarz criterion 3.8417 
Log likelihood -1436.1160     Hannan-Quinn criter. 3.8192 
F-statistic 1.5666     Durbin-Watson stat 1.6474 
Prob(F-statistic) 0.1671 
   
 
 
The results in Table 4 indicate that two out of the five independent variables are 
statistically significant. Specifically, Size at 5% significance level with t-statistics value of 
2.3769 and a p-value of 0.0177 is the independent variable that explains better the ADPR. 
A unit increase in Size, which is measured by the Natural Logarithm of Total Assets, leads 
to 0.2049 unit increase in the total payout ratio. In addition, Profitability measured by 
ROE, at 10% significance level, has a positive relationship with ADPR. Specifically, a unit 
increase in Profitability leads to 0.8903 unit increase in ADPR.  
 
Asset Growth, Debt-To-Equity (D/E) and Liquidity are not significant in explaining ADPR. 
The very weak correlation detected between them and the dependent variable aligns with 
these results.  
 
 
The Dummy independent variable (DUM_CRISIS3) representing the fiscal years 2007-2009 
is added to Model (1) to observe whether there is a financial crisis’ effect on the 
dependent variable. 
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                                      Table 5: Regression Analysis Model (2) 
Dependent Variable: ADPR 
   
Method: Least Squares 
   
Variable Coefficient        Std. Error      t-Statistic          Prob.        
ASSETGROWTH -0.0316 0.2349 -0.1343 0.8932 
D/E -0.0111 0.0106 -1.0464 0.2957 
LIQUIDITY 0.7188 0.7893 0.9106 0.3628 
PROFITABILITY 1.0492 0.5416 1.9373 0.0531 
SIZE 0.2172 0.0864 2.5149 0.0121 
DUM_CRISIS3 0.3041 0.1677 1.8139 0.0701 
C -0.4408 0.4263 -1.0339 0.3015      
R-squared 0.1468     Mean dependent var 0.7686 
Adjusted R-squared 0.0683     S.D. dependent var 1.6185 
S.E. of regression 1.6130     Akaike info criterion 3.8033 
Sum squared resid 1954.0480     Schwarz criterion 3.8461 
Log likelihood -1434.4590     Hannan-Quinn criter. 3.8198 
F-statistic 1.8578     Durbin-Watson stat 1.6524 
Prob(F-statistic) 0.0855 
   
 
 
The results in Table 5 indicate that the Dummy independent variable (DUM_CRISIS3), 
representing the financial crisis, is statistically significant at 10% significance level. 
Specifically, the dummy variable’s coefficient indicates that for the 2007-2009 fiscal years 
the total payout ratio increases by 0.3041 units. In addition, Size is positively related to 
ADPR at 5% significance level. A unit increase in Size, which is measured by the Natural 
Logarithm of Total Assets, leads to 0.2172 unit increase in the total payout ratio. In 
addition, Profitability measured by ROE, at 10% significance level, has a positive 
relationship with ADPR. Specifically, a unit increase in Profitability leads to 1.0492 unit 
increase in ADPR.  
 
As reported in the results of Model (1), Asset Growth, Debt-To-Equity (D/E) and Liquidity 
are not significant in explaining ADPR in Model (2) as well. Regarding Asset Growth as a 
measure of Investment, the findings are consistent with Modiliani and Miller (1961), who 
in their Dividend Irrelevancy Theorem state that, under perfect market conditions, 
dividend policy is not affected by investment decisions. Since, investment requires 
leverage, a negative relationship is expected with payout policy. In addition, De Angelo et 
al. (2006) findings support that young firms are prone to pay fewer dividends to finance 
their growth opportunities, while mature firms have fewer investment opportunities and 
enough cash to pay dividends. Debt-To-Equity findings are inconsistent with the findings 
of Rozeff (1982), Lloyd et al. (1985) and Collins et al. (1996) who found statistically 
significant and negative relationship between leverage and dividend payout ratios. 
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However, Dhillon (1986) found conflicting evidence as leverage and payout ratios were 
positively related in some industries but negatively related in others. The results 
concerning Liquidity are inconsistent with the findings of Aivazian et al. (2003) who found 
a positive relationship between liquidity and dividend payout policy. On the other hand, 
Alli et al. (1993) argued that cash flows rather than liquidity influence the payout policy 
and dividend payments.  
 
 
Subsequently, Asset Growth, Debt-To-Equity (D/E) and Liquidity independent variables are 
removed, and a new restricted model is created, keeping only the three statistically 
significant independent variables. 
 
The new restricted model estimates the dependent variable Augmented Dividend Payout 
Ratio (ADPR) and the independent variables Profitability, Size and the Dummy 
independent variable (DUM_CRISIS3). 
The results of the regression for Model (3) are as follows: 
 
                                Table 6: Regression Analysis Model (3) 
Dependent Variable: ADPR 
   
Method: Least Squares 
   
Variable    Coefficient         Std. Error   t-Statistic       Prob.        
PROFITABILITY 1.0492 0.5079 2.0659 0.0392 
SIZE 0.1503 0.0661 2.2733 0.0233 
DUM_CRISIS3 0.2898 0.1670 1.7353 0.0831 
C -0.1463 0.3560 -0.4110 0.6812      
R-squared 0.1226     Mean dependent var 0.7686 
Adjusted R-squared 0.0829     S.D. dependent var 1.6185 
S.E. of regression 1.6118     Akaike info criterion 3.7979 
Sum squared resid 1958.9060     Schwarz criterion 3.8223 
Log likelihood -1435.4000     Hannan-Quinn criter. 3.8073 
F-statistic 3.0980     Durbin-Watson stat 1.6475 
Prob(F-statistic) 0.0262 
   
 
 
As presented in Table 6, Size at 5% significance level with t-statistics value of 2.2733 and a 
p-value of 0.0233 is the independent variable that explains best the ADPR. A unit increase 
in Size, which is measured by the Natural Logarithm of Total Assets, leads to 0.1503 unit 
increase in the total payout ratio. In addition, Profitability measured by ROE, at 5% 
significance level, has a strong positive relationship with ADPR. Specifically, a unit increase 
in Profitability leads to 1.0492 unit increase in ADPR. Furthermore, the Dummy 
independent variable (DUM_CRISIS3), representing the financial crisis, is statistically 
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significant at 10% significance level. Moreover, the dummy variable’s coefficient indicates 
that for the 2007-2009 fiscal years the total payout ratio increases by 0.2898 units. 
 
Also, Durbin-Watson (DW) test at 1.6475 shows that there is no autocorrelation detected 
in the sample of data.  
 
The coefficient of determination for Model (3) is rather low at 8.29% but higher than the 
coefficients of the previous models. Particularly, the coefficient of determination indicates 
that the identified variables in the model account for 8.29% of the variability in the 
Augmented Dividend Payout Ratio (ADPR). 
 
The F-statistic is equal to 3.0980, while the Prob(F-statistic) is equal to 0.0262, which 
indicates that the independent variables of the model improve the fit. Thus, the 
regression model fits the data better than the model without the independent variables. 
 
The findings of the research regarding Size are in line with the findings of Barclay et al. 
(1995), Fama and French (2001, 2002) and Denis and Osobov (2008), who found that 
larger firms are more likely to pay dividends and distribute cash because of their steady 
cash flows. Similar to the results of the research, there is an extensive literature 
concluding that profitability is positively affecting the payout policy. Kania and Bacon 
(2005) and Fama and French (2001) among others (e.g., Anil and Kapoor, 2008; Denis and 
Osobov, 2008) found that the dividend payout ratio is significantly affected by profitability 
(ROE).  
 
The results of the research indicate that the financial crisis of 2007-2009 had a positive 
effect on the total payout ratio (ADPR). This outcome is related to the findings of Acharya 
et al. (2011), Hirtle (2014) and Rosengren (2010), who argue that Banks in United States 
continued to pay dividends and make repurchases through the financial crisis as a risk 
aversion practice. Acharya et al. (2011) observed that Banks were reluctant to reduce 
dividends with aim to maintain their book capital ratios and signal financial strength. In 
addition, Eric Floyd et al. (2015) comparing the U.S. Industrials and Banks payout policies 
during the 2007-2009 financial crisis, concluded that Banks display great inclination to pay 
dividends but not necessarily repurchases, whereas Industrials were eager to decrease 
both. Considering that 19 out of 38 Companies of the data sample are engaged in Banking, 
the aforementioned notions apply to the study. During the 2007-2009 financial crisis, as 
the dividends and repurchases stay stable or moderately decrease, while there is a stark 
decrease in net income, the total payout ratio (ADPR) may increase. 
 
 
23 | P a g e  
 
 







The study investigated the impact of several financial independent variables on the total 
payout ratio (ADPR). Specifically, the relationship between Augmented Dividend Payout 
Ratio (ADPR) and Debt-To-Equity (D/E) as a measure of Leverage, Size, Liquidity, Return on 
Equity (ROE) as a measure of Profitability, Asset Growth as a measure of Investment and 
the Dummy independent variable which measures the 2007-09 financial crisis’ effect. The 
findings of the study are in line with many studies, especially of the Banking Sector and 
capital-intensive industries (e.g. Kim et al., 2010; Fama and French,2001).  
The results from the regression analysis confirmed that Profitability measured by ROE, has 
a strong positive relationship with ADPR and therefore the payout policy of the 
Companies. This is somewhat expected, as profits are distributed through dividends and 
are utilized in making repurchases. In addition, the Companies of the Sample are mature 
and based on theory, eager to distribute dividends out of profits.  
ADPR is also, positively affected by Firm Size, which is expected from large capitalization 
Companies, which are characterized by stable earnings and cash flows. 
Regarding the financial crisis’ effect on the total payout ratio, it is statistically significant 
and positive. Although financial distress poses a threat to the financial well-being of the 
Companies and subsequently to their payments, this is not the case in the Sample. Indeed 
there was a reduction in net income during the 2007-09 financial crisis, but keeping the 
dividend payments constant and making periodic repurchases mitigates the effect on the 
payout policy and in cases as reported, enhances it. The results of the Sample align with 
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Therefore, regarding the Hypothesis testing for Model (3), the overall results of the study 
allow to reject the Null Hypothesis, which suggests that Size, Profitability and 2007-09 







The study has multiple limitations that led the aforementioned results.  
In order to observe the effect of the 2007-09 financial crisis, only Companies with stable 
payout policy were collected. Thus, the sample is not representative of the whole 
Financial Services Sector. The sample, also, consists of Companies and Banks, which 
although they belong to the Financial Services Sector, may not use the same accounting 
policies and the comparability of the data might not be granted. Moreover, the low 
coefficient of determination indicates that there are probably more fit variables to 
determine the total payout ratio, e.g. management and corporate governance. Finally, the  
OLS regression method is sensitive to outliers and has low bias and therefore might be 




6 Recommendations for further research 
 
 
Since the researches focusing on total payout ratios are limited, future research should 
focus on investigating the payout policy as a whole more thoroughly. The research’s 
findings and the theory indicate that there are multiple variables external and internal 
that affect the dividend policy. In addition, an analysis by Sector is recommended. 
Furthermore, the study was limited in large capitalization Companies listed on New York 
Stock Exchange. It would be interesting to gain a better insight in the determinants that 
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               TICKERS                                                      COMPANIES 
ALL The Allstate Corporation 
AON Aon Plc 
AXP American Express Company 
BAC Bank of America Corporation 
BCS Barclays PLC 
BEN Franklin Resources, Inc. 
BK The Bank of New York Mellon Corporation 
BMO  Bank of Montreal  
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BRO  Brown & Brown, Inc.  
C   Citigroup Inc.  
CBU  Community Bank System, Inc.  
CFR Cullen/ Frost Bankers, Inc.  
CMA Comerica Incorporated  
COF Capital One Financial Corporation  
EV Eaton Vance Corp.  
FHI Federated Hermes, Inc.  
GL Globe Life Inc.  
GS The Goldman Sachs Group, Inc.  
HIG The Hatford Financial Services Group, Inc.  
HSBC HSBC Holdings plc  
JEF Jefferies Financial Group Inc.  
JPM JPMorgan Chase & Co.  
KEY KeyCorp  
LNC Lincoln National Corporation  
MCY Mercury General Corporation  
MMC Marsh & McLennan Companies, Inc.  
MS Morgan Stanley  
MTB M&T Bank Corporation  
ORI Old Republic International Corporation  
RE Everest Re Group, Ltd.  
RF Regions Financial Corporation  
RY Royal Bank of Canada  
STT State Street Corporation  
TRV The Travelers Companies, Inc.  
USB U.S. Bancorp  
WFC Wells Fargo & Company  
WRB W. R. Berkley Corporation  
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Financial Services Sector  
Banks  15 
Property and Casualty Insurance 6 
Investment Management and Fund Operators 5 
Multiline Insurance and Brokers 4 
Consumer Lending 2 
Life and Health Insurance 2 
Investment Banking and Brokerage Services 2 









GROWTH D/E LIQUIDITY PROFITABILITY SIZE 
 Mean 0.7686 0.0904 6.3825 0.0574 0.1364 8.8503 
 Median 0.6854 0.0526 6.1312 0.0265 0.1261 8.9728 
 Maximum 15.8947 4.1200 55.0648 0.5269 1.1953 12.4302 
 Minimum -24.2983 -0.4388 0.0000 0.0002 -0.6260 6.5115 
 Std. Dev. 1.6185 0.2504 7.1527 0.0804 0.1229 0.9336 
 Skewness -2.8673 9.8842 2.0046 2.7745 1.8703 -0.2340 
 Kurtosis 101.0968 146.7642 11.1271 12.1227 22.6083 2.2339        
 Jarque-Bera 304964.7 665111.6 2593.749 3600.949 12585.23 25.45865 
 Probability 0 0 0 0 0 0.000003        
 Sum 582.5673 68.52054 4837.938 43.51937 103.4186 3676.497 
 Sum Sq. Dev. 1983.052 47.457 38729.44 4.898515 11.43356 659.7585        














GROWTH D/E  LIQUIDITY  PROFITABILITY  SIZE  
ADPR  1.0000 
     
ASSET GROWTH  -0.0060 1.0000 
    
D/E  0.0247 0.0399 1.0000 
   
LIQUIDITY  0.0295 0.0090 -0.0716 1.0000 
  
PROFITABILITY  0.0431 0.0340 -0.0114 0.3394 1.0000 
 





Dependent Variable: ADPR 
   
Method: Least Squares 
   
Variable  Coefficient      Std. Error      t-Statistic      Prob.        
ASSETGROWTH -0.0238 0.2352 -0.1012 0.9194 
D/E -0.0096 0.0105 -0.9088 0.3637 
LIQUIDITY 0.7119 0.7905 0.9005 0.3681 
PROFITABILITY 0.8903 0.5353 1.6633 0.0967 
SIZE 0.2049 0.0862 2.3769 0.0177 
C -0.3245 0.4221 -0.7687 0.4423      
R-squared 0.1032     Mean dependent var 0.7686 
Adjusted R-squared 0.0374     S.D. dependent var 1.6185 
S.E. of regression 1.6155     Akaike info criterion 3.8051 
Sum squared resid 1962.6090     Schwarz criterion 3.8417 
Log likelihood -1436.1160     Hannan-Quinn criter. 3.8192 
F-statistic 1.5666     Durbin-Watson stat 1.6474 
Prob(F-statistic) 0.1671 




















Dependent Variable: ADPR 
   
Method: Least Squares 
   
Variable Coefficient        Std. Error      t-Statistic          Prob.        
ASSETGROWTH -0.0316 0.2349 -0.1343 0.8932 
D/E -0.0111 0.0106 -1.0464 0.2957 
LIQUIDITY 0.7188 0.7893 0.9106 0.3628 
PROFITABILITY 1.0492 0.5416 1.9373 0.0531 
SIZE 0.2172 0.0864 2.5149 0.0121 
DUM_CRISIS3 0.3041 0.1677 1.8139 0.0701 
C -0.4408 0.4263 -1.0339 0.3015      
R-squared 0.1468     Mean dependent var 0.7686 
Adjusted R-squared 0.0683     S.D. dependent var 1.6185 
S.E. of regression 1.6130     Akaike info criterion 3.8033 
Sum squared resid 1954.0480     Schwarz criterion 3.8461 
Log likelihood -1434.4590     Hannan-Quinn criter. 3.8198 
F-statistic 1.8578     Durbin-Watson stat 1.6524 
Prob(F-statistic) 0.0855 
   
 
 
Dependent Variable: ADPR 
   
Method: Least Squares 
   
Variable    Coefficient         Std. Error   t-Statistic       Prob.        
PROFITABILITY 1.0492 0.5079 2.0659 0.0392 
SIZE 0.1503 0.0661 2.2733 0.0233 
DUM_CRISIS3 0.2898 0.1670 1.7353 0.0831 
C -0.1463 0.3560 -0.4110 0.6812      
R-squared 0.1226     Mean dependent var 0.7686 
Adjusted R-squared 0.0829     S.D. dependent var 1.6185 
S.E. of regression 1.6118     Akaike info criterion 3.7979 
Sum squared resid 1958.9060     Schwarz criterion 3.8223 
Log likelihood -1435.4000     Hannan-Quinn criter. 3.8073 
F-statistic 3.0980     Durbin-Watson stat 1.6475 
Prob(F-statistic) 0.0262 
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